Transportation Needs Exceed Funding

PRELIMINARY DRAFT FOR DISCUSSION ONLY

This preliminary draft discussion paper isa work product devel oped by the consulting team for
review and discussion by the Blue Ribbon Commission on Transportation. The contents are
intended to provide the Commission members with factual background information and a
balanced set of policy alternatives, including the pros and cons of these alternatives. This paper
isone of a series and should be reviewed in the context of the entire series that, when taken
together, presents a comprehensive overview of the state's transportation system.

This discussion paper has been prepared primarily for Blue Ribbon Commission members new to
these issues who wish to engage in a fundamental debate and for a more general audience of
interested citizens who may wish to comment on the Commission’s deliberations. This paper is
intended to be provocative and to stimulate discussion of issues and optionsin this state. It
guestions the current ways of doing business, not for the sake of finding fault, but to allow
consideration of other potential ways of thinking about transportation issues that might be
appropriate in the future.

PROBLEM STATEMENT AND OVERVIEW

In Washington state, the state and local governments spend close to $4 hillion annudly providing roads,
ferries, and trangit services. Despite thislevd of spending, dl levels of government have identified
transportation needs far in excess of their existing and projected levels of funding. According to the
Washington State Department of Trangportation’s most recent state transportation plan, Washington
has more than $50 billion in unfunded trangportation needs over the next 20 years. To fund these needs
would require doubling current levels of public spending on trangportation. The current update of the
date trangportation plan will likely show even higher levels of needed investments in Streets, roads,
highways, trangt, ferries, and freight mobility.

While many people believe government should improve the maintenance of the road system and make
road and trangit investments to relieve congestion, less support exists for the increases in taxes and fees
necessary to fund major increasesin transportation spending. In addition, some are skeptical asto
whether dl theidentified “needs’ represent cost-effective invesments. Jurisdictions do not share
common definitions of needs and service objectives. Since few “needs’ have undergone rigorous
analyses of their cost-effectiveness, it is difficult to know whether substantia increases in public spending
would generate benefits in excess of their codts.

This paper describes how state and local governments determine trangportation needs; reviews current
estimates of the level of need a the state, regiond, and local level; and discusses some potentia
solutions to closing the gap between needs and funding. While addressing the funding issue in a broad
sense, this paper focuses on the needs side of the equation. Readersinterested in learning more about
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the current funding system are encouraged to read a separate issue paper prepared for the Blue Ribbon
Commission entitled “ Overview of Trangportation Funding.”

DETERMINING TRANSPORTATION NEEDS

Each jurisdiction — including the state, counties, cities, and trangt districts — has the ultimate
respongbility for identifying the resourcesit needs to fulfill its mandeate to provide trangportation
services. Since identified needs exceed the amount of revenue authorized under current law, those
agencies work with eected officias and ultimately the public to determine the amount of funding they
should receive. The respongbility for identifying and quantifying needs rests with the more than 450
juridictions in the state that provide facilities for moving people and goods. Current estimates of
statewide transportation needs, therefore, primarily reflect the summeation of the preferences and
priorities of many different jurisdictions. Over the last decade, the Washington State Department of
Transportation and the stat€' s 14 Regiond Trangportation Planning Organizations have worked to
develop coordinated plans and assessments of needs that reflect the integrated nature of our
trangportation system. Through the current update of the state’ s transportation plan, these jurisdictions
have continued to integrate their needs with system-wide priorities.

Keeping responsbility for the assessment of trangportation needs and funding at the locd level holds an
obviouslogic. Elected officids and g&ff in loca government and agencies know their communities, and
they know what investments will address the interests of their community. However, as each jurisdiction
develops its own gpproach for identifying needs and then advocates for its particular projects a the
date leve, it becomes difficult to determine which projects or needs are the best. No consistent metric
exigs for comparing the return on public investments for each category of need.

Given the problems of congestion and inadequiate maintenance of some exigting trangportation facilities
such asloca roads, strong evidence suggests that transportation agencies cannot maintain or improve
sarvice levels with their current resources. Nonetheless, from a statewide perspective, the processes
and techniques for determining needs do not facilitate setting priorities for different modes and
jurisdictions.

CURRENT ESTIMATES OF NEED

Washington’s Transportation Plan 1997-2016

In response to state and federa requirements, in 1996 the Washington State Transportation
Commission developed Washington’s Transportation Plan 1997-2016 to provide a 20-year vison
for all trangportation modes that are owned by or of interest to the Sate. More than a state highway
plan, the WTP addresses dll of Washington's transportation needs by travel mode: public
trangportation (including high-capacity trangit), State highways, city streets, county roads, ferries, marine
ports, aviation, non-motorized transportation, freight rail, and intercity passenger rail.

To develop the plan, the state worked with the relevant jurisdictions to identify the resources they need
to meet their service objectives, including providing adequate maintenance and capacity additionsto
reduce congestion. Thisfirg estimate of total statewide trangportation needs for 20 years was $104
billion. The following pie chart (Figure 1) shows the dlocation of funds by maor category.
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Figure 1. Total State Needs Identified in 1996 Washington’s Transportation Plan 1997-2016.
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20-year costs: $103.9 billion (1995 dollars)

To meet dl of these needs would require public funding for trangportation to more than double. The
Washington State Trangportation Commission questioned the politica feashility of such szegble
increases in funding, so the Commission developed a financidly congtrained plan. The constrained plan
totaled $57 billion over the 20-year planning period. The dlocations among trangportation modesin the
condrained plan are shown in Figure 2 below.

Figure 2. Financially Constrained Plan in 1996 Washington’s Transportation Plan 1997-2016.
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20-year costs: $56.9 billion (1995 dollars)

It isimportant to understand that the proposed funding in the stat€’ s trangportation plan ($56.9 billion in
1995 dollars) was haf of that amount identified as necessary to meet the service objectives of the
system ($103.9 billion). Moreover, the “financidly congtrained” plan assumes that transportation
funding will continue to get the type of increases it has received hitoricdly, including increases in the gas
tax.

The following chart (Figure 3) shows annua spending on State trangportation since 1979 and includes
three dternative patterns of future spending. The lowest level assumes no increased taxes, the middle
forecast continues the historical trend of tax increases; and the highest leved isthe fully funded plan to
meet dl service objectives. The current Washington Transportation Plan uses the middle forecast,
based on the historical trend of tax increases, as the revenue congtraint on the plan.

Figure 3. Historic and Potential State Spending on Transportation.
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State Highway System Plan

The State Highway System plan is one dement of Washington’s Transportation Plan for state-owned
highways. The plan defines service objectives, action strategies; and costs to maintain, operate,
preserve, and improve the state highway system for the next 20 years. Aswith the overal

transportation plan, the highway plan was constrained to fit within the projected historica trend of
revenues, totaling $18.3 billion. To keep within these financid congtraints, the Commission made the
following decisons on funding priorities, based on an extensve public review process.

1. Maintenance, Traffic Operations, and Preservation activities are top priorities. Tota coststo fund
these programs fully are included in the congtrained plan.
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2. Highway Safety, Environmenta Retrofit, Economic Initiatives, and a Puget Sound core system of
High- Occupancy Vehicle (HOV) lanes are high priorities. Tota coststo fund these programs fully
are included within the congtrained plan in most cases.

3. Revenuesremaining after the above priorities have been addressed will go to additions to highway
cgpacity (mobility improvements).

The cogt of these highway priorities rdative to potentia revenues gppears below in Figure 4.

Figure4. Highway Needsvs. Revenues (in billions of 1997 dollars).

20-Y ear Revenue Scenarios

$0.0 $11.4 $18.3 $40.9
Existing Revenue Historical Trend: Fully Funded Plan
Revenue
20-Year Costs

=

I
Mohility ($27.38)
Puget Sound Core HOV Lanes ($1.69)

Economic Initiatives ($1.09)
Environmental Retrofit ($0.74)
Safety ($2.11)
Preservation ($4.75)
Traffic Operations ($0.45)
Maintenance ($2.72)

Local Government Infrastructure Study

Elected officiads and planners recognized that the Washington Transportation Plan’s estimates of
trangportation needs for local jurisdictions were much less well developed than the figures for state-
owned facilities. Many locd governments do not have sufficient planning capacity to undertake along-
term trangportation plan, asthey are often more focused on day-to-day needs.

In fact, on a Statewide basis, cities and counties have shown alimited ability to project transportation
“needs’ numbers beyond afew years. Mogt city and county “needs’ numbers are based on their
capita facilities plans, which are Sx-year projections. The plans are normaly “congtrained,” as required
by the Growth Management Act, meaning that they list only those transportation needs that can be paid
for with projected estimated revenues over the Sx-year period. While some individua cities and
counties may have 20-year needs information, presently thereis no collection of statewide needs for
cities and counties beyond the six-year timeframe. Furthermore, it is debatable how rdiable along-term
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figurefor loca government “needs’ would be, given the expected changesin city councils and county
commissions and a fluctuating economy. The most recent effort to estimate long-term trangportation
needs of local governments was the 1987 Road Jurisdiction Commission Study (RJC), prepared by
consultants, which projected needs for the ensuing 14 years. An updated RIC is now being undertaken
by the Legidature.

In 1998, the Washington State L egidature commissioned a study of the infrastructure needs of local
governments, including their requirements for roads and bridges.” Based on asample of the capital
facility plans for Washington cities and counties, this study estimated that the Sx-year funding needs for
roads and bridges total $4.1 billion. Projected over 20 years, the projected need equas $13.7 billion,
which represents about 40 percent of the tota identified in the Washington Transportation Plan. These
edtimates reflect the capitd facilities planning processes undertaken by each jurisdiction, and the figures
vary consgderably intheir level of detail and the procedures used to identify the capita needs for roads.
Nonetheess, the digparity between the two numbers highlights the difficulty that policymakers confront
in trying to determine the trangportation needs of local governments.

REGIONAL NEEDS

Asthe largest metropolitan arealin the state and the one most plagued by urban congestion, the Puget
Sound region has developed its own assessment of trangportation needs. The Puget Sound Regiond
Council, in coordination with the state and local governments in the region, developed along-range plan
for the area known as the Metropolitan Transportation Plan. Other metropolitan regions of the state,
including Spokane and Vancouver, dso have regiond plans and priorities. This paper focuses on the
Puget Sound area to provide an example of regiond needs and because it represents approximately 40
percent of the state need.

1995 Metropolitan Transportation Plan for Puget Sound Region

The Metropolitan Trangportation Plan (MTP) isthe long-range plan for future transportation investments
in the central Puget Sound region. 1t recommends short-term and long-term activities to address
trangportation problems in the region by building on city, county, and transit agency plans, countywide
planning policies, and the Washington's Transportation Plan. This document is updated every three
years to encourage collaborative partnerships with trangportation system users, including loca
jurisdictions, environmental organizations, freight and goods transporters, citizen groups, and other
public and private organizations

According to the M TP, the centrd Puget Sound region invested $1.4 billion annualy in the early 1990s.
This funding helped maintain a trangportation system consisting of 16,000 miles of roads, more than
2,000 public trangt buses serving 90 park-and-ride lots and 27 transit centers, and a fleet of more than
adozen farries serving 13 terminds. This figure does not include the investments thet private individuas
meake in transportation expenditures, which account for many times more than the $500 per personin
public expenditures.

! State of Washington Local Government Infrastructure Study, Final Report, June 1999, Moss Adams LLP.

DRAFT Prepared for the Investment Strategies Committee by ECONorthwest December 6, 1999



Transportation Needs Exceed Funding 7

The MTP identifies more than $58 billion in program needs shown on the following table (Figure 5).
The MTP projects revenues of $36 billion under current law for the 20-year planning period, leaving
$22 hillion in unfunded needs.

Figure 5. Metropolitan Transportation Plan of 20-Year Program Needsin Puget Sound Region.

Program Area Source Estimated Total
Needs (1994 $M)

State Highways State Multimodal Transportation Plan: Sum

of relevant initiatives 11,600
Public Transit (Existing) Assumed growth in 1992 service levels and 13.700
local transit agency plans '
Public Transit (New Regional
High Capacity Transit) 12,200
State Ferries State Multimodal Transportation Plan, 3.800
WSDOT Marine Division '
County Roads Extended 1992 base, plus additional
. . . . 7,500
funding for widened/new minor arterials
City Streets Extended 1992 base, plus additional
. ; ) ) 7,400
funding for widened/new minor arterials
Exclusive Freight & Goods MTP technical papers, State Multimodal 600
Transportation Plan, port capital programs
Nonmotorized MTP technical papers, local non-motorized 1500
plans '
Total * $58,000

PROBLEMS WITH ESTIMATES OF NEED

As noted earlier, each jurisdiction in the state is responsible for developing its own estimate of needs
through its own planning and budgeting processes. Loca control enables governments to be responsive
to their citizens and local concerns, but it can also lead to inconsstency acrossjurisdictions. From a
broad perspective, no ready mechanism exists to enables state-level policymakers to choose among
many different competing needs. All needs are redl, and they dl have local supporters.

According to presentations to the Investment Strategies Committee, the anaytic tools for measuring
costs and benefits are not used consgstently across jurisdictions. Few “needs’ have been subject to
rigorous anadyses of their cogt-effectiveness. While benefit-cost andysisis used in certain components
of the system, it does not extend to al modes or to dl levels of government. For example, WSDOT
uses benefit- cost techniques to set priorities for highway investments but not for other modes, such as
trangt, ferries, or programsto influence travel demand. Moreover, the state' s method for setting
highway priorities counts only state dollarsin the cost column and counts benefits only on state roads on
the benefitssde. A project with alow benefit-cost ratio can move up thelist if other local governments
contribute their own funding. While this approach encourages multiple jurisdictions to participate in
date projects, it dso means that investments that will yidd ahigher totd return to the sate' s resdents
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can be ddlayed if aproject with alower benefit-cost ratio can attract money from more than one
source.”

Findly, the current practice of dedicating funding to a particular type of use provides an incentive for
juridictions to identify along list of potentid projects. Cities and counties have an incentive to find
projects that qualify for any dedicated source. To maximize the number of projectsthat could qudify
for funding from the state or federd government, loca governments develop lists of projects that might
qudify & some future time.

While incongstency existsin how agencies determine needs and set priorities, there remains
congderable evidence that the funding needs arered. The disparity between the leve of investment
cdled for in the state and regiona plans, and the amounts of available funding suggest that additiond
cost-effective investments are indeed warranted. Separate i ssue papers on congestion and road
maintenance provide more detall about some potentia investments.

OVERVIEW OF POTENTIAL SOLUTIONS

Severd broad strategies could help close the gap between transportation needs and funding:

1. Increase funding.

2. Congran plansto available resources.

3. Improve the process for identifying and funding the most codt- effective invesments.

4. Strengthen the link between user fees and the actud costs of providing transportation services.
5. Consolidate planning and funding processes.

INCREASE FUNDING

A wide range of exigting taxes and fees could help generate more revenue to fund transportation. These
include the gas tax, the motor vehicle excise tax, the sales tax, the property tax, and license fees. Issue
papers on these and other sources of funding have been prepared separately.® The merits of any
particular funding source deserve extensve review and discussion beyond the scope of this paper.
Nonethdess, to comprehend the magnitude of potentia tax increasg, it is ingructive to examine the one
tax most closaly associated with transportation: the gastax. To fund an additional $50 hillion over the
next 20 years to meet Satewide service objectives identified in the WTP would require an increase in

% These procedures are described in Mobility Programming Criteria and Evaluation Procedures, Final Report,
June 1998, Washington State Department of Transportation.

% See the following Blue Ribbon Commission issue papers: “Overview of Transportation Funding,” “Local Sourcesin
Funding City and County Transportation Needs,” “ The Distribution of Gas Tax to the State, Cities, and Counties,”
“Market Mechanisms & User Feesin Transportation,” and “Non-Traditional Mechanismsin Funding
Transportation.”
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the gas tax of approximately $0.80 per gallon.* Such alarge increase in the gas tax is unprecedented in
the United States.

CONSTRAIN PLANS TO AVAILABLE RESOURCES

The federa government currently requires WSDOT and metropalitan planning organizations such asthe
Puget Sound Regiona Council to develop plans that can be implemented within their existing budgets
and probable future funds. While requiring jurisdictions to “live within their current budget” is one
approach to reducing the need, many people are unhappy with the level of congestion and poor quality
of the trangportation system that would result from maintaining current funding levels and investment
practices.

APPLY CONSISTENT ANALYTIC PRACTICES

Every investment decision, whether in the public sector or the private sector, should attempt to maximize
the excess of benefits over cogts (net benefits). In the private sector, net benefits to firms are measured
through profits (net revenues). Firms make decisions about the type and quantity of goods or services
to produce based on their predictions of the products consumers will buy & a given price and the cost
of producing those goods.

Accordingly, the optimization of private invesment decisions is conducted primarily in the context of the
profit measure. The public sector, however, certainly has other objectives beyond those sated in terms
of net revenues. Possble benefits could include the decreased travel costs to commuters resulting from
anew high-occupancy vehicle lane; decreased air pollution for people living and working near highways,
or afeding of sewardship enjoyed by some people when the government enacts policies to discourage
Sprawl and incresse trangit ridership.

Bendfit-cogt andysisisthe genera term that policy analysts use to refer to both alogica framework and
the specific techniques for measuring and comparing dl the sgnificant benefits and costs of a public
policy. Inanarrow sense, some texts and critiques of benefit-cost refer to it primarily as atechnique for
caculating the net present vadue of afuture stream of quantifiable, monetary, direct benefits and cods.
Initsfuller sense, though, it isaframework that helps anaysts and decisonmakersidentify and quantify
al benefits and costs of a proposed action; avoid omitting or double-counting benefits or codts;
determine how future benefits and costs should be valued today; and estimate how benefits and cogts
are distributed among different groups.

Any choiceis evaduated in comparison with a“no action” dternative. If the no action dternative yidds
greater net bendfits, then the best policy isto do nothing. Benefit-cost analysis recognizes that policy
dternatives may make some people better off and others worse off, but the fundamenta rule ensures
that those benefiting from the change could at least theoreticaly compensate those who lose, leaving
everyone better off. Whether those who lose from a policy actually receive compensation is part of the
evauation of equity impacts that policymakers must consider dong with the evaluation of net socid
benefits

* Thisfigure is based on information from WSDOT that each $0.01 per gallon raises approximately $32 million each
year. The actual tax necessary to fund the plan would depend on how the projects were sequenced and trendsin
vehicle use and fuel efficiency.
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More widespread use of benefit-cost analysis by trangportation planners and agencies could help sift the
needs from the wants and give policymakers better information for making decisons. Benefit-cost
andysis does not make decisions, policymakers gill need to weigh those factors that cannot be reduced
to a benefit-cost ratio. Local decisonmakers should consder issues of equity and community purpose
and then use their judgment accordingly. But benefit-cost cost analysis can provide a framework for
more consistent evauation of al modes and potentid investments.

EMPLOY USER VARIABLE USER CHARGES

Gresater reliance on direct user fees for roads (tolls) and transit use (fares) could help close the gap
between needs and funding. Setting user feesto cover the actua cost of providing transportation
service on a specific facility helps reduce demand, generates revenue, and provides guidance on the best
invesments for the future. The logic behind full-cost user chargesis Smilar to the logic underlying
bendfit-cogt andyds. If aroadway or trangt facility provides enough economic benefits to justify
development, usudly an efficient pricing structure exigts that could capture these economic benefits and
permit the facility to be largely sdf-financed. While this Stuation is not aways the case, opportunities
often exist in congested urban areas to employ pricing strategies to narrow the gap between supply and
demand for space on crowded roadways.

Congestion pricing isamethod of pricing and financing highways. It hasits origin in the theory of pesk-
period pricing developed by economists. Congestion pricing is implemented with a system of varigble
tolls or other pricing techniques on some or dl of the lanes within an urban area. The purpose of peak-
period pricing isto assign costs properly to pesk versus off-peak customers and, thereby, to ration
efficiently those facilities that are prone to congestion. Economists recommend congestion pricing of
roads for the same reason that private firms use peak-period pricing: to minimize the waste of economic
resources.

Pricing dtrategies contrast with the current system of road finance, which mainly uses aflat per-galontax
pad at the fud pump. This system necessarily has the effect of under-pricing pesk use, and overpricing
off-pesk use, & least in relative terms. Congestion pricing aso contrasts with conventiona highway and
bridge tall pricing systems, which charge aflat fee throughout the day. To tranamit information
accurately about the actua costs of road use, road user fees per mile of travel should vary with traffic
conditions, the type of roadway, and the type of vehicle. By the very nature of road pricing, the prices
should be based on costs associated with roadway use, rather than some other measure of vehicular
activity.

Other issue papers for the Commission have discussed pricing strategiesin the context of both
congestion and revenue (see “Congestion in Washington” and “Market Mechanisms and User Fees’).
This paper dso includes the discusson because it is particularly relevant to the issue of needs and
funding. Pricing can affect both the needs and funding sides of the equation. By adjugting the demand
for trave, pricing can limit the extent of new investments needed to reduce congestion and improve road
conditions. Additiondly, pricing can aso raise revenue for funding needed trangportation investments.

CONSOLIDATE PLANNING & FUNDING

The current system of governance and funding is fragmented among more than 450 different entities,
which can make it difficult to identify, fund, and implement the most codt- effective trangportation
solutions. While state and regiond governments have made mgor strides to improve coordination and
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planning, opportunities remain to identify cost-effective investments and policies that cut across multiple
jurisdictions. A separate issue background paper for the Commission on “ Governance Structures’
evauates these issues and options in more detail.

CONCLUSION

The issue of trangportation needs exceeding available funding is centra to the work of the Blue Ribbon
Commission on Trangportation, and it integrates many of the topics the Commission is addressing. The
proposed solutions to the problem are not mutualy exclusive. Elements of each of these approaches
could be part of acomprehensive plan for addressng Washington’ s trangportation future.
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